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Commonwealth Electric Company
Back-Up and Maintenance Service
Mass. D.T.E. Data Requests
Docket No. EC98-11

Respondent: H.C. LaMontagne

Information Request DTE-1-2

Please refer to Standard of Review for Electric Contracts, D.T.E. 96-39A (October 27, 1998
Department letter to Commonwealth Electric Company) and 220 C.M.R. §§ 12.00 et seq.
Please explain in detail how this transaction complies (1) the Department's criteria for special
contracts; (2) the Standards of Conduct for Distribution Companies and their Competitive
Affiliates; and (3) any other provisions of the law.

Response

Pursuant to the Department’s “Standard of Review for Electric Contracts,” a distribution
company seeking approval of a special contract under G.L. c. 164, § 94 must satisfy five criteria.
A company must demonstrate that: (1) the discounted rate exceeds the company’s marginal costs
of distribution; (2) a discount to one customer is not recoverable from remaining ratepayers; (3)
the electricity contract is consistent with the law and the Department’s policies and precedent
(for criteria (1), (2) and (3), see D.P.U./D.T.E. 96-39-A at 2 (October 27, 1998)); (4) the
applicable formulas and rates must be explicit, or at a minimum, readily derived from other
information in the contract; and (5) the purchaser of power must be subject to a non-bypassable
transition charge (for criteria (4) and (5), see D.P.U. 96-39, at 2 (August 30, 1996)).! Also, the
Department requires a substantive showing of the need for confidentiality where a request is
made by a distribution company for protective treatment of any of the terms of a special contract.
D.P.U. 96-39, at 2; D.P.U./D.T.E. 96-39-A at 3.

The Agreement between the Company and Southern Energy Canal, L.L.C. (“Southern Canal”)
for the delivery of Back-Up and Maintenance Service to Canal Unit 1 and Canal Unit 2 complies
with these criteria. First, the rates and charges applicable under this Agreement are not
discounted. The rates are based on the cost to serve this customer, and exceed the associated
marginal cost (see Attachment DTE-1-2). The transaction is structured as a special contract
because of the specific service and cost characteristics (see response to DTE-1-1). Second, the
cost to serve this customer is fully recovered from Southern Canal, no discount or other costs are
allocated to other customers. Third, this Agreement is consistent with Department rate design

In its August 30, 1996 Letter Order, the Department also required that any special contract for
electric service be limited in duration to two years. D.P.U. 96-39, at 2. However, in its October
27, 1998 Letter Order, the Department removed that requirement, determining that the changes
brought about by the Electric Restructuring Act of 1997 eliminated the need for such limitation.
D.P.U/D.T.E. 96-39-A at 2. Also, please note that Section 2.1 of the Agreement between the
Company and Southern Canal provides for termination upon 30 days’ written notice.
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policies, including marginal cost pricing. Fourth, the rates and charges for this Back-Up and
Maintenance Service are explicitly stated in Article V of the Agreement either at specified rates
or by reference to the Company’s filed tariffs. Fifth, Section 5.3E. of the Agreement expressly
provides for the application of a Transition Charge, which is non-bypassable in design.

The Company does not seek confidential treatment of any terms of this Agreement, so the
Department’s requirements in this regard do not apply.

The Agreement between the Company and Southern Canal does not involve any standards of
conduct issues. The Department’s standards of conduct regulations, 220 C.M.R. §§ 12.00 et
seq., govern the relationship between a distribution company and its affiliates transacting
business in Massachusetts. see 220 C.M.R. § 12.01(1). While the Company is a distribution
company under the Department’s jurisdiction, Southern Canal is not an affiliate of the Company.
Southern Canal is fully independent of the Company and there are no common control or
ownership relationships between the two.

Finally, as stated above, this transaction complies with the requirements of G.L. c. 164, § 94A
and the Department’s applicable rate design policies.

Doc. #12881
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